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For the fiscal quarter ended June 30, 2009
INTER-AMERICAN DEVELOPMENT BANK (the “Bank”)
Washington, D.C. 20577

Information as to any purchases or sales by the Bank of its primary obligations
during such quarter.

Attached hereto as Annex A is a table which lists sales by the Bank of its
primary obligations, all of which were of the Bank’s ordinary capital. There were
no purchases by the Bank of its primary obligations.

Copies of the Bank's regular quarterly financial statements.

Attached hereto as Annex B are the financial statements, as of June 30, 2009,
of the Bank's ordinary capital.

Copies of any material modifications or amendments during such quarter of any
exhibit (other than (i) constituent documents defining the rights of holders of
securities of other issuers guaranteed by the Bank, and (ii) loans and guaranty
agreements to which the Bank is a party) previously filed with the Commission
under any statute.

Not applicable: there have been no modifications or amendments of any exhibits
previously filed with the Commission.



Sales by the Inter-American Development Bank
of its Ordinary Capital Primary Obligations

Annex A

Borrowing | Borrowing Coupon Issue Price Issue Maturity
Currency Amount (%) (%) Date Date
CHF 400,000,000 2.75 100.508 15-Apr-09 |15-Apr-2019
usD 2,500,000,000 {3.00 99.531 22-Apr-09  |22-Apr-2014
ZAR 110,000,000 6.30 99.98 23-Apr-09 |18-Apr-2012
BRL 7,000,000 6.02 100.00 27-Apr-09 |27-Apr-2012
usD 100,000,000 0.70 100.00 8-May-09 12-May-2010
uUsbD 2,000,000,000 Floating Rate |100.00 20-May-09 |20-May-2014
CHF 150,000,000 2.125 100.363 22-May-09 |22-Feb-2016
IDR 210,000,000,000 |10.00 100.00 27-May-09 |27-May-2011
AUD 750,000,000 5.375 99.870 27-May-09 |27-May-2014
BRL 11,000,000 7.25 100.00 28-May-09 |29-May-2012
TRY 8,600,000 8.00 100.00 29-May-09 |28-May-2019
usb 1,000,000,000 |1.50 99.925 23-June-09 |23-June-2011
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MANAGEMENT’S DISCUSSION AND
ANALYSIS
June 30, 2009

INTRODUCTION

The resources of the Inter-American Development Bank (the
Bank) consist of the Ordinary Capital, the Fund for Special
Operations (FSO), the Intermediate Financing Facility Ac-
count, and the IDB Grant Facility. All financial information
provided in this Management’s Discussion and Analysis
refers to the Bank's Ordinary Capital.

This document should be read in conjunction with the
Bank’s Information Statement dated March 13, 2009, which
includes the Ordinary Capital financial statements for the
year ended December 31, 2008. The Bank undertakes no
obligation to update any forward-looking statements.

FINANCIAL STATEMENT REPORTING

The financial statements are prepared in accordance with
generally accepted accounting principles (GAAP). The
preparation of such financial statements requites manage-
ment to make estimates and assumptions that affect the re-
ported results. Management believes that some of the more
significant accounting policies it uses to present the financial
results in accordance with GAAP, for example the fair value
of financial instruments, the determination of the loan loss
allowance, and the determination of the projected benefit
obligations, costs and funded status associated with the pen-
sion and postretirement benefit plans, involve a relatively
high degree of judgment and complexity and relate to mat-
ters that are inherently uncertain.

The Bank has elected to measure at fair value certain me-
dium- and long-term debt (i.e., borrowings funding floating
rate assets) to reduce the income volatility resulting from the
accounting asymmetry of carrying its borrowings at amor-
tized cost and its derivative instruments, including borrow-

ing swaps, at fair value through income. The remaining re-'

ported income volatility is not fully representative of the
underlying economics of the borrowing transactions as the
Bank generally holds its borrowings and swaps to maturity.
Accordingly, the Bank defines Income before Net unrealized
gains and losses on non-trading derivatives and borrowings
measured at fair value' as “Operating Income”, which ex-
cludes the impact of the fair value adjustments associated
with financial instruments (other than trading investments)
from the results of the Bank’s operations.

Net unrealized gains and losses on non-trading derivatives and
borrowings measured at fair value are reported separately in
the Condensed Statement of Income and Retained Earnings,
and are excluded from the determination of ratios and other
financial parameters.

1 . B .
References to captions in the attached condensed quarterly financial statements
and related notes are identified by the name of the caption beginning with a
capital letter every time they appear in this Management’s Discussion and
Analysis.

ACCOUNTING DEVELOPMENTS: As described in Note B to
the Condensed Quarterly Financial Statements, during the
second quarter of 2009, the Bank adopted three accounting
pronouncements issued in April 2009 by the Financial
Accounting Standards Board (FASB) with the objective of
improving the existing guidance for mark-to-market ac-
counting and impairments of securities, as well as enhanc-
ing fair value disclosures. The impact on the Bank of °
adopting these pronouncements primarily related to addi-
tional disclosures on fair value for financial instruments
and extending annual disclosures to interim reporting pe-
riods. Accordingly, the pronouncements did not have an
impact on the Bank’s financial position or results of opera-
tions.

In June 2009, the FASB also issued Statement of Financial
Accounting Standards (SFAS) 168, “The FASB Account-
ing Standards Codification and the Hierarchy of Generally
Accepted Accounting Principles - a replacement of FASB
Statement No. 162.” Upon its effective date, the Codifica-
tion will become the sole source of authoritative GAAP
recognized by the FASB; the effective date for the Bank’s
interim and annual reporting periods is from September
30, 2009. The adoption of SFAS 168 will not have an
impact on the Bank’s financial position or results of opera-
tions as it does not alter existing GAAP.

In the first quarter of 2009, the Bank implemented SFAS
161 "Disclosures about Derivative Instruments and Hedg-
ing Activities", which amended and expanded the disclo-
sure requirements of SFAS 133% The provisions of this
standard did not have an impact on the Bank’s financial
position or results of operations.

" OVERVIEW :

Ecovourc EvvirovuENT: In light of the global finan-
cial and economic situation and its impact in our region,
demand for Bank lending has increased significantly, ex-
ceeding the Bank’s capability to satisfy such demand in
the near term. Consequently, at the Annual Meeting in
Medellin in March 2009, the Board of Governors man-
dated that Management present options to increase the
Bank’s lending capacity in the short term, and to begin the
necessary analysis for a possible future capital increase.
Subsequent to the Annual Meeting and to a meeting of the
Committee of the Board of Governors in Santiago, Chile,
the Bank approved three options to address the short-term
lending constraint: (i) the elimination of a policy-based
lending constraint, instead relying on the Bank’s existing
borrowing limits; (ii) the acceptance of an offer by Canada
to increase its callable capital, on a temporary basis, by $4
billion; and (iii) the endorsement of the Bank’s continued
use of co-financing opportunities with third-parties to
make additional resources available for the region.

2 Refers to SFAS 133 "Accounting for Derivative Instruments and Hedg-
ing Activities", along with its related amendments.
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The increase in Bank lending is possible because the capital
adequacy position of the Bank remains strong in the face of
the current financial turmoil, as indicated by the Total Equity
to Loans Ratio or TELR? (See Table 1). In addition, the li-
quidity levels are robust in line with Bank policy.

In order to further strengthen the Bank’s capitalization and
maintain the financial strength of the institution, the Board of
Executive Directors increased the lending spread from
0.30% to 0.95% for the second semester of 2009 and the first
semester of 2010.

The Bank’s investment portfolio recovered modestly in the
second quarter of 2009. During the six months ended June
30, 2009, although the trading investments portfolio still
experienced net mark-to-market losses of $41 million, they
were substantially lower than the $495 million experienced
during the first semester of last year. The trading invest-
ments portfolio’s net interest income, excluding realized and
unrealized investment losses, added income of $35 million
during the first six months of the year, compared to $37 mil-
lion during the same period in 2008

Given the global deterioration in equity markets, the Bank’s
pension and postretirement benefits assets have experienced
a lower return than expected. As a result, pension and postre-
tirement benefit costs are projected to be higher in 2010 and
beyond. During the second quarter of 2009, the fair value of
the Plans’ assets, a significant component of the Plans’
funded status, recovered the losses sustained in the first quar-
ter, resulting in a net increase for the first six months of the
year of $98 million to $3,175 million as of June 30, 2009.

Fvaveralr OVERVIEW. Box 1 presents the Bank’s lending
summary and other selected financial data. Continuing the
trend that started at the end of last year, the Bank saw a sig-
" nificant increase in its lending operations during the first six
months of the current year, reflected in the increase in loan
approvals and net disbursements of $1.2 billion and $2.2
billion, respectively, as compared to the same period in
2008. The substantial increase in loan approvals is largely
driven by an increase in demand for the Bank’s loans as a
result of the current financial crisis.

3 The TELR is the ratio of the sum of “Equity” (defined as Paid-in capital stock,
Retained earnings and the allowances for loan and guarantee losses, minus bor-
rowing countries’ local currency cash balances, net receivable from members
(but not net payable to members), Postretirement benefit assets (but not Postre-
tirement benefit liabilities) and cumulative Net unrealized gains (losses) on non-
trading derivatives and borrowings measured at fair value) to outstanding loans
and net guarantee exposure.

In order to fund its increased loan demand, the Bank is-
sued bonds for a total face amount of $10 billion (2008 -
$6.4 billion) that generated proceeds of $9.9 billion (2008
- $6.1 billion), representing increases of $3.6 billion and
$3.8 billion, respectively. The average life of new issues
was 3.8 years (2008 — 3.7 years).

Operating Income during the first six months of 2009 was
$331 million, compared to an Operating Loss of $118
million for the same period last year, an income increase
of $449 million. This increase was substantially due to
higher net interest income of $469 million, resulting from
significantly lower investment losses during the period.

With the election of the fair value option for a substantial
number of the borrowings in 2008, the changes in fair
value of the non-trading derivatives are significantly offset
by the changes in the fair values of the associated borrow-
ings. Net unrealized losses on non-trading derivatives and
borrowings measured at fair value for the six months
ended June 30, 2009 were $142 million, compared to net
unrealized gains of $2 million for the same period last
year. The tightening of the Bank’s credit spreads on the
borrowings portfolio as compared to 2008 year-end levels
resulted in losses of approximately $101 million for the
period. (See Note H to the Condensed Quarterly Financial
Statements for further discussion on changes in fair value
on non-trading portfolios).

During the six months period ended June 30, 2009, there
was a negative net currency translation adjustment of $133
million on the Bank’s net assets, mostly due to the appre-
ciation of the United States dollar against the Japanese yen
and Swiss franc currencies, compared to a positive net
currency translation adjustment of $262 million for the
same period in 2008.

The TELR at June 30, 2009 was 34.6% compared to
35.3% at the end of last year. The Bank uses the TELR as
the main measure of its risk bearing capacity (See the
Capital Adequacy section for more details).
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Box 1: Selected Financial Data

Lending Summary
Loans approved
Undisbursed portion of approved loans
-Gross disbursements
Net disbursements

Income Statement Data
Operating Income (Loss)
Net unrealized gains (losses) on non-trading
derivatives and borrowings measured at fair value
Net income (loss)

Returns and Costs, after swaps
Return on average loans outstanding
Return on average liquid investments o
Average cost of borrowings outstanding during the period

Balance Sheet Data

Cash and investments-net ©, after swaps
Loans outstanding

Borrowings outstanding ©

Total equity

, after swaps

Total-Equity-to-Loans Ratio

(Amounts expressed in millions of United States dollars)

Six months ended Year ended
June 30, December 31,
2009 2008 2008
$ 4,789 $ 3,585 $ 11,075
19,669 17,616 19,820
4,022 2,293 7,149
2,003 (196) 2,409
$ 331 $  (118) $ (972)
(142) 2 950
189 (116) (22)
3.97% 5.00% 4.85%
1.51% (1.53%) (5.27%)
2.25% 4.06% 3.84%
June 30, December 31,
2009 2008 2008
$ 20,373 $ 16,238 $ 16,371
53,008 48,322 51,173
53,599 44,887 47,779
19,501 20,590 19,444
34.6% 39.8% 35.3%

@ Geometrically-linked time-weighted retums .

@ Net of premium/discount.

@ Net of Receivable/Payable for investment securities sold/purchased and Payable for cash collateral received.

CAPITAL ADEQUACY

The capital adequacy framework of the Bank consists of a
credit risk model, a policy on capital adequacy, and an asso-
ciated loan pricing methodology. The framework allows the
Bank to manage the risk inherent in its loan portfolio due to
the credit quality of its borrowers and the concentration of its
loans, while also offering its borrowers low and stable loan
charges.

The capital adequacy policy tracks the sufficiency of eco-
" nomic capital, measured by the TELR and defines its desired
level as 38%.

Table 1 presents the TELR calculation. During the period,
the TELR decreased from 35.3% at the end of last year to
34.6%. The decrease was mainly due to an increase of
$1.8 billion in loans outstanding and net guarantee expo-
sure, mainly due to the $2 billion net disbursements during
the period, partially offset by an increase in the equity
used in the TELR of $262 million, reflecting mostly oper-
ating income of $331 million and a decrease in net receiv-
able from members of $51 million, that were partially
offset by negative translation adjustments of $133 million.

Table 1: TOTAL EQUITY TO LOANS RATIO
(Amounts expressed in millions of United States dollars)

Equity used in TELR
Loans outstanding and net guarantee exposure
TELR

June 30, December 31,
2009 2008 2008
$ 18,666 $ 19,482 $ 18,404
$ 53,913 $ 48,923 $ 52,095
34.6% 39.8% 35.3%
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CONDENSED BALANCE SHEETS

LoAN PORTFOLIO: The Bank offers loans and guarantees
to its borrowing member countries to help meet their de-
velopment needs. In addition, under certain conditions and
subject to certain limits, up to 10% of outstanding loans
and guarantees, not including emergency lending and loans
under the Liquidity Program, may be made without a sov-
ereign guarantee (i) in all economic sectors, and (i) di-
rectly to private sector or sub-national entities carrying out
projects in borrowing member countries (Non-sovereign
guaranteed operations).

The loan portfolio is the Bank’s principal earning asset of
which, at June 30, 2009, 94.9% was sovereign-guaranteed.
At June 30, 2009, the total volume of outstanding loans
was $53 billion, $1.8 billion higher than the $51.2 billion at
December 31, 2008. The increase in the loan portfolio was
mostly due to a higher level of loan disbursements ($4
billion, including disbursements of $0.2 billion for loans
under the Liquidity Program) than collections ($2 billion),
that was partially offset by negative currency translation
adjustments of $0.2 billion.

During 2009, the portfolio of non-sovereign-guaranteed
loans increased $0.3 billion to a level of $2.7 billion com-
pared to $2.4 billion at December 31, 2008. As of June 30,
2009, 6.6% of outstanding loans and guarantees, not in-
cluding emergency loans and loans under the Liquidity
Program, were non-sovereign-guaranteed, compared to
6.3% at December 31, 2008.

INVESTMENT PORTFOLIO: The Bank’s investment portfo-
lio is mostly comprised of highly-rated debt securities and
bank deposits. Its volume is maintained at a level sufficient
to ensure that adequate resources are available to meet
future cash flow needs. Net investment levels, after swaps,
increased $3,951 million during the first six months of
2009, mainly resulting from net cash flows from borrow-
ings (85,441 million), positive cash flows from operating
activities ($571 million) and positive currency translation
adjustments ($20 million), partially offset by net loan dis-
bursements ($2,003 million), and an increase in net cash
holdings ($51 million). '

BORROWING PORTFOLIO: The portfolio of borrowings is
mostly comprised of medium- and long-term debt raised
directly in capital markets. Borrowings outstanding, after

swaps, increased $5.8 billion compared with December
31, 2008, primarily due to a larger amount of new borrow-
ings than maturities (85.4 billion), a net increase in the fair
value of borrowings and related derivatives ($0.3 billion),
and the accretion of discount on borrowings (80.2 billion),
that were partially offset by currency translation adjust-
ments ($0.2 billion).

Eourry: Total equity at June 30, 2009 was $19.5 billion,
an increase of $57 million from December 31, 2008, re-
flecting substantially the Net income for the period of
$189 million, partially offset by negative currency transla-
tion adjustments of $133 million.

RESULTS OF OPERATIONS

Table 2 shows a breakdown of Operating Income (Loss).
For the six months ended June 30, 2009, Operating In-
come was $331 million compared to an Operating Loss of
$118 million for the same period last year, an income in-
crease of $449 million, substantially due to higher net in-
terest income of $469 million, higher other loan income of
$10 million and lower Provision for loan and guarantee
losses of $10 million, which were partially offset by higher
net non-interest expense of $40 million.

The average interest-earning asset and interest-bearing
liability portfolios, after swaps, and the respective financial
returns and costs for the six months ended June 30, 2009
and 2008 and the year ended December 31, 2008 are

shown in Table 3.

As discussed below under “Other Developments During
the Quarter”, the difficult market conditions resulting from
the financial crisis that started in mid-2007, continued to
affect the Bank’s investment operations, albeit to a lesser
extent. The Bank had net interest income of $557 million
during the first semester of 2009, compared to $88 million
for the same period last year, an increase of $469 million.
This increase was mostly due to an increase in net invest-
ment income of approximately $433 million on the Bank's
trading investments portfolio, resulting from lower unreal-
ized investment losses of $126 million compared to $510
million for the same period in 2008. These investment
losses were partially offset by gains of $85 million (2008 -
$15 million) mainly resulting from loss reversals recog-
nized from repayments at par of $420 million (2008 - $391
million) of securities previously written down.
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Table 2: OPERATING INCOME (LOSS)
(Expressed in millions of United States dollars)

Loan interest income

Investment income (loss)(l)

Less:
Borrowing expenses

Net interest income
Other loan income

Other expenses:

Provision for loan and guarantee losses

Net non-interest expense
Total

Operating Income (Loss)

Six months ended

June 30,
2009 2008
$ 989 $ 1,162

135 (168)
1,124 994
567 906
557 88
29 - 19

8 18

247 207
255 225

$ 331 $ (118)

™ Includes realized and unrealized gains and losses.

Table 3: ASSET/LIABILITY PORTFOLIOS AND FINANCIAL RETURNS/COSTS
(Amounts expressed in millions of United States dollars)

Six months ended Six months ended Year ended
June 30, 2009 June 30, 2008 December 31, 2008

Average Return/Cost Average Return/Cost Average Return/Cost

balance Y% balance % balance Y%
Loans $ 51,818 3.85 $ 48,135 4.91 $ 48,589 4.74
Liquid investments @ 17,683 1.51 16,633 (1.53) 16,550 (5.27)

Total earning assets 69,501 3.25 64,768 3.26 65,139 2.20

Borrowings 51,063 2.25 45,206 4.06 46,007 3.84
Interest spread ® 1.00 (0.80) (1.64)
Net interest margin ¥ 1.62 0.27 (0.67)

™ Excludes loan fees.
@ Geometrically-linked time-weighted returns .

2 Negative interest spreads and net interest margins, as applicable, substantially due to unrealized losses resulting from the financial

market crisis.

@ Represents net interest income (loss) as a percent of average earning assets.

COMMITMENTS

GUARANTEES: The Bank makes partial non-trade related
guarantees with or without a sovereign counter-guarantee.
During the six months ended June 30, 2009 and 2008,
there were no approved non-trade-related guarantees. In
addition, the Bank provides credit guarantees without sov-
ereign counter-guarantees for trade-finance transactions
under its Trade Finance Facilitation Program. During the
six months ended June 30, 2009, the Bank issued 54 trade-
related guarantees for a total of $81 million (2008 — 34
guarantees issued for a total of $70 million).

CONTRACTUAL OBLIGATIONS: The Bank’s most significant
contractual obligations relate to undisbursed loans and the
repayment of borrowings. At June 30, 2009, undisbursed
loans amounted to $19,669 million and the average matur-
ity of the medium- and long-term borrowing portfolio, after
swaps, was 4.5 years with contractual maturity dates

through 2038.*

4 The maturity structure of medium- and long-term borrowings outstanding at the end
0f 2008 is presented in Appendix I-5 to the December 31, 2008 financial statements.
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OTHER DEVELOPMENTS DURING THE
QUARTER

CHANGES IN LOAN CHARGES: The Board of Executive Di-
rectors approved management’s recommendation regard-
ing an increase in the lending spread (from 0.30% to
0.95%) for the second semester 2009 and first semester
2010 while maintaining the credit commission at 0.25%
and the supervision and inspection fee at 0%.

FINANCIAL CRISIS AND PERFORMANCE AND EXPOSURE OF
Liguip INVESTMENIS PORTFOLIO: The financial crisis
began in mid-2007 when falling US housing prices caused
price declines for securities backed by subprime mort-
gages. In 2008, the credit crisis expanded worldwide bring-
ing unprecedented market volatility and stress to credit
markets prompting government support programs globally.

During the first semester of 2009 many market indices and
economic indicators started to show signs of slowing dete-
rioration and in some cases improvement. However, as a
result of the still weak global economic fundamentals and
the ongoing deleveraging of financial institutions, market
pricing for structured securities remained depressed.

The lack of liquidity and high volatility in the markets has
continued to affect the Bank’s ability to mitigate its credit
risk by selling or hedging its exposures. Valuations con-
tinue to be impacted by market factors, such as rating
agency actions, and the prices at which actual transactions
occur. The Bank continues to maximize, where possible,
the use of market inputs in the valuation of its investments,
including external pricing services, independent dealer
prices, and observable market yield curves.

In response to the crisis and the contagion effect across
market sectors, the Bank continues to closely monitor the
asset quality of its investments portfolio, analyzing and
assessing the fundamental value of its securities, with a
particular focus on its asset-backed and mortgage-backed
securities.

As discussed under “Accounting Developments” above, in
April 2009, the FASB issued three accounting pronounce-
ments including FASB Staff Position (FSP) FAS 157-4

“Determining Fair Value When the Volume and Level of
Activity for the Asset or Liability Have Significantly De-
creased and Identifying Transactions That Are Not Or-
derly”, which reconfirmed the basic principles of SFAS
157 “Fair Value Measurements” and established additional
guidance to (i) determine whether the volume and level of
activity for an instrument have significantly decreased and
(ii) identify transactions that are not orderly (See Note B to
the Condensed Quarterly Financial Statements for more
details). The Bank performed an assessment to determine
whether it had been using inputs from transactions that
were not orderly, focusing on a representative sample of
asset-backed and mortgage-backed securities, a market that
has experienced a significant decline. The assessment con-
cluded that our pricing sources comply with FSP FAS 157-
4’s guidance, particularly with the provisions related to the
use of orderly transactions, as defined.

During the six months ended June 30, 2009, the Bank rec-
ognized $126 million of unrealized losses in its trading
investments portfolio (2008 - $510 million). These invest-
ment losses were partially offset by gains of $85 million
(2008 - $15 million) mainly resulting from loss reversals
recognized from repayments at par of $420 million (2008 -
$391 million) of securities previously written down and
were substantially related to the $3.6 billion asset-backed
and mortgage-backed securities portion of the portfolio.
Although liquidity for this portion of the portfolio remains
poor and valuations highly discounted, as of June 30, 2009,
68.0% is still rated AAA, 87.9% is rated investment grade,
and the entire portfolio is performing, except for an asset-
backed commercial paper with a fair value of $12 million.
The credit exposure for the whole investment portfolio
amounted to $20.1 billion at June 30, 2009 ($16.2 billion at
December 31,.2008). The quality of the overall portfolio
continues to be high, as 87.8% of the credit exposure is
rated AAA and AA, 7.8% is rated A, 1.4% carry the high-
est short-term ratings (A1+) and 3% is rated below A/A1+.
Table 4 shows a breakdown of the trading investments
portfolio at June 30, 2009, by major security type, together
with unrealized gains and losses included in Income (loss)
from Investments on securities held at the end of the pe-
riod.
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Table 4: TRADING INVESTMENTS PORTFOLIO BY MAJOR SECURITY TYPE
(Expressed in millions of United States dollars)

June 30, 2009
Unrealized
Carrying Gains
value (Losses)
Obligations of the United States Government and
its corporations and agencies. ...........cvvririiiiiiiiiiiniiiin, $ 1,249 $ -
U.S. government-sponsored enterprises........o.oovvevenreerernnes 522 1
Obligations of non-U.S. governments and agencies.............. 5,319 6
Bank obligations ........c.coeuviriiniiiiiiiiiii 6,441 47
Corporate SECUITHES. ......vuueertiiiriniiiiiit e ieanaeeaes 70 1
Mortgage-backed securities..............oveiiiiiiiiiiiii, 2,185 (103)
Asset-backed SECUIIHES. .v.vvvivvriiiiiiiiiir e ieieienes 1,467 (78)
Total trading investments.......oceveuerievrirrecucesiorienens $ 17,253 $ (126)

M Includes accrued interest of $26 million presented in the Condensed Balance sheet under

Accrued interest and other changes.

IMPAIRED NON-SOVEREIGN-GUARANTEED LOAN: Early in
2008, the Bank approved a non-sovereign-guaranteed loan
in a borrowing member country; a constitutional challenge
against the internal governmental approval process for said
loan was filed. In September 2008, the constitutional court
of the member country where the project being financed by
the loan is located declared that the governmental decrees
approving the Bank financing were unconstitutional. All
amounts due under the loan continue to be received pursu-
ant to the terms of the loan agreement. Management con-
tinues to be engaged in ongoing discussions with the rele-
vant parties and authorities regarding the loan. As of June
30, 2009, the outstanding balance of this loan amounted to
$288 million and the allowance for loan losses was $61
million.

FUNDED STATUS OF PENSION AND POSTRETIREMENT
BENEFIT PLANS (PLANS): GAAP require the Bank to fully
recognize in its Balance Sheet the funded status (ie., the
difference between the fair value of the Plans’ assets and
benefit obligations or pension liabilities) for its Plans
through comprehensive income. GAAP also require that
the measure of the funded status be made and recognized
on the measurement date which, in the case of the Bank, is
at the end of every year. Accordingly, the funded status of
the Bank’s pension and postretirement benefit plans is es-
tablished annually.

As a result of an improvement in the equity markets during
the second quarter of the year, the fair value of the Plans’
assets, mainly comprising equities, fixed income and other
investments, recovered slightly during the first semester of
2009 increasing by $98 million to $3,175 million. In con-
trast to the Plans’ assets, which are measured each month,
the Plans’ benefit obligations or pension liabilities are
measured only at the end of the year.

The Postretirement benefit liabilities included in the Bank's
balance sheet, amounting to $402 million as of June 30,
2009, do not reflect potential changes in the Plans’ funded
status.

Changes in Postretirement benefit assets or liabilities do
not have an impact on Net income.

ADDRESSING THE SHORT-TERM LENDING CONSTRAINT:
In March 2009, the Board of Governors requested Man-
agement to present to the Board of Executive Directors
options, consistent with the Bank's financial strength, to
expand the Ordinary Capital’s short-term lending enve-
lope. To that effect, the Board of Executive Directors ap-
proved three options presented by Management to address
the short-term lending constraint. The first was the elimina-
tion of a policy-based lending constraint, instead relying on
the Bank’s existing borrowing limits, in line with other
multilateral development banks. This change increased
lending capacity by approximately $2 billion. The second
option involved the acceptance of an offer by Canada to
increase its callable capital by $4 billion, on a temporary
basis, thus allowing the Bank to expand its borrowing ca-
pacity (and thus its lending capacity) by the same amount,
approved by the Board of Governors on July 20, 2009. The
third option was the endorsement of the Bank’s continued
use of co-financing opportunities with third-parties to make
additional resources available for the region.

CAPITAL INCREASE: The Board of Governors has in-
structed Management to review the need for a general capi-
tal increase of the Ordinary Capital and replenishment of
the FSO, which includes a robust analysis of the nature and
scale of long-term demands. Management is currently
working on several documents presenting alternatives for a
possible capital increase to be discussed by the Board of
Governors at a later date.



Management’s Discussion and Analysis

RECENT DEVELOPMENT

CONVERSION OF SINGLE CURRENCY FACILITY (SCF) AND
CURRENCY POOLING SYSTEM (CPS) ADJUSTABLE RATE
LOANS TO LIBOR-BASED LOANS: As part of the Bank’s
effort to continue developing flexible, market-based prod-
ucts that enable borrowers to better manage their debt with
the Bank, in January 2009, the Board of Executive Direc-
tors approved (i) an offer to borrowers of the opportunity to
convert on specific dates, in 2009 and 2010, outstanding
and undisbursed loan balances under the SCF- and CPS-
adjustable rate products to USD LIBOR-based or fixed-
rate or any combination thereof; and (ii) the discontinua-
tion of the Bank’s SCF-adjustable rate product effective
June 30, 2009 (CPS loans had been discontinued in 2003).

As a result, conversions of outstanding loan balances were
carried out with an effective date of August 1, 2009, as
follows: $1.6 billion of CPS converted to USD LIBOR-
based rate, $5.4 billion of CPS to USD fixed rate, $1.2
billion of SCF to USD LIBOR-based rate, and $18.1 bil-
lion of SCF to fixed rate. Undisbursed loan balances will
carry the LIBOR-based rate determined at the time of exe-
cution of the conversion.

10
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED BALANCE SHEET
(Expressed in millions of United States dollars)

June 30, December 31,
2009 2008
ASSETS (Unaudited)
Cash and investments
(0] W PP $ 694 § 301
Investments - Note C
Trading - Note F.....oooviiiiiniiiiiee 17,227 12,613
Held-to-Mmaturity . ....cuvvniieiniiiiiiini v ee s 3,592 $ 21,513 3,621 $ 16,535
Loans outstanding - Note D...... eteetseentencatnitatstatasntnriansnses 53,008 51,173
Allowance for 10an 10SSes........ocvvvriiiiiriiiriiiia (143) 52,865 (136) 51,037
Accrued interest and other charges.......ccocccviiiiiiiiiiiiiiininnn 768 699
Receivable from members.....c.ocivueiiieriensiciniiiniiiiiiiisiicii, 407 435
Currency and interest rate swaps - Notes E and F
Investments - Trading.........c..ovcviiiiviiini 3 2
) 003 T O O PP PSSP 149 43
BOTTOWINEZS . ... vvvneit ittt et ea e en s 2,812 2,964 3,415 3,460
Other 8SetS..uiueiiieeiriarriirssisrsasssisecinsesssnsessnsnssacssrsaansesns 424 __ 344
TOtAl ASSEES.eueesivnraereeriesiersoosssrssnssresssnsssnissrnssrsanssnsnssons $ 78,941 $ 72,510
LIABILITIES AND EQUITY
Liabilities
Borrowings
SROTE-ETINL. .1t v v vseeeeeneeeineeeneeiecnessinea et iaatea et ereaeetaiaaans $ 1,239 $ 3,067
Medium- and long-term
Measured at fair value - Notes Fand G.........ccooeviviniininnnnnn. 41,045 34,350
Measured at amortized COSt......coviveviniiiiiiiiiiiiiiean 12,918 $ 55,202 11,977 $ 49,394
Currency and interest rate swaps - Notes E and F
Investments - Trading. ........ccocoiviiniiiiiiii 8 10
0N ettt 123 107
BOITOWINEZS . .-t euetnetneeneineieaia e reiesiaasereernriananas 1,209 1,340 1,800 1,917
Payable for investment securities purchased................c.coeeennne 860 156
Payable for cash collateral received..............cooviiiiiiiiinnn 342 -
Postretirement benefit liabilities - Note ... 402 410
Amounts payable to maintain value
of currency holdings.........coveeiiiiiiiiiiniiiin 411 383
Accrued interest On BOTTOWINGS. .....covviviniiiiiiiniiiiininieans 557 559
Other Habilities. ... ...vvviirereeer i 326 247
Total Habilities ...cocvvivirieiiiniiniiiieniiencioniiieniiiriienon 59,440 53,066
Equity
Capital stock
Subscribed 8,367,448 shares (2008-8,367,264 shares)............. 100,940 100,938
Less callable portion. ........ccvvvviviiiniiiiiiiii (96,601) (96,599)
Paid-in capital Stock........c.ocoviiiiiiiiiiiiii 4,339 4,339
Retained earnings..........coouveviiiiniiiiniiiiiin 14,836 14,647
Accumulated other comprehensive inCOME......c..ocovivviniininnnnnns 326 19,501 458 19,444
Total liabilities and equity........cvvieveniieniiinneniciiiiiiiieicien $ 78,941 $ 72,510

The accompanying notes are an integral part of these condensed quarterly financial statements.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED STATEMENT OF INCOME AND RETAINED EARNINGS
(Expressed in millions of United States dollars)

" Three months ended Six months ended
June 30, ) June 30,
2009 2008 2009 2008
(Unaudited) (Unaudited)
Income (loss) ‘
Y LI PP T $ 514 $ 573 $ 1,018 $ 1,181
Investments - NOtE C..u vvrininiieiieeierieer e eereienirar e 138 70 135 (168)
(03T e 4 1 10 5
TOtAl INCOME. .. ..vvveveeeeeeeeeeeiaisinesieeeeeeeeeeseiinraneereeeeeanes 656 644 1,163 1,018
Expenses :
Borrowing expenses, after SWaps.........c.covvviiniiniiiiniiiiien 260 408 567 906
Provision for loan and guarantee losses - Note D......................0s 5 22 . 8 18
Administrative EXPenSes. ..cu.ueueeenreereerrurirniretrirreiiriieiiii. 119 96 227 190
Special PrOZIams. ... vvuiviiniitiiiriniii et B 15 14 30 22
TOtAl EXPENSES. . ...eeeeeeerereerrerrrersssirasaserseaaseeaineeaianesenes 399 540 832 1,136
Income (loss) before Net unrealized gains (losses) on
non-trading derivatives and borrowings measured
EYS 2:11 g 7Y 11 LSO SRR 257 104 331 (118)
Net unrealized gains (losses) on non-trading derivatives
and borrowings measured at fair value - Notes F, G and H........ (659) 22 (142) 2
Net income (1088)...coeieeirierirasieirecesncncececnsrsaanne (402) 126 189 (116)
Retained earnings, beginning of period.........ccovvvuvrverrvicenenen 15,238 14,427 14,647 14,576
SFAS 159 cumulative effect adjustment............ccovoriveiinierenninnan, - - - 93
Retained earnings, end of Period.........everrerevrranensesseenionsessessn $ 14,836 $ 14,553 $ 14,836 $ 14,553
CONDENSED STATEMENT OF COMPREHENSIVE INCOME
(Expressed in millions of United States dollars)
Three months ended Six months ended
June 30, June 30,
2009 2008 2009 2008
(Unaudited) (Unaudited)
Net income (I085)..eceererurenrurivenirereionieceiucencncesssssicassasasensases $ (402 $ 126 $ 189 $ (116)
Other comprehensive income (loss)
Translation adjustments. ... 97 (142) (133) 262
Reclassification to income - cash flow hedges.................cocoiinins - 1) 1 (2)
Total other comprehensive income (108S)..........coovvviveiiniinninne. 97 (143) (132) 260
Comprehensive income (1085)...c.evieerrecensrrenrrenceereesennensearones $ (305 $ (A7 $ 57 $§ 144

The accompanying notes are an integral part of these condensed quarterly financial statements.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED STATEMENT OF CASH FLOWS
(Expressed in millions of United States dollars)

Six months ended

June 30,
2009 2008
(Unaudited)
Cash flows from lending and investing activities
Lending:
Loan disbursements (net of participations)............cceevvuviiininnn, $ (4,022) $(2,293)
Loan collections (net of participations).............coevviviinininninnn. 2,019 2,489
Net cash provided by (used in) lending activities.................ceeune. (2,003) 196
Gross purchases of held-to-maturity investments......................... 1,595) = (1,442)
Gross proceeds from maturities of held-to-maturity investments....... 1,611 1,457
Miscellaneous assets and liabilities..........ocovvienieiniiiiiiiiinan.. (21) (63)
Net cash provided by (used in) lending and investing activities........ (2,008) 148
Cash flows from financing activities
Medium- and long-term borrowings:
Proceeds from iSSUANCE. . .. viviiiiniiie it i 9,945 5,736
REPAYMENES. ... e eeeineien et tiii ettt s e e e b e iaeaes (2,658) (5,101)
Short-term bOrTOWINES, NEt. .. ...vuiuiiiiiieiiiiiiii s, (1,846) (1,585)
Cash collateral received.........cocoieiiiiiiiiiiiiinii 342 -
Collections of receivable from members.............ooovviviiiiinn 4 4
Net cash provided by (used in) financing activities...................... 5,787 (946)
Cash flows from operating activities
Gross purchases of trading investments.............cocevieiiininiiinn.n. (15,330) (5,297)
Gross proceeds from sale or maturity of trading investments........... 11,375 5,470
Loan income colleCtions. .......ooviiieiiiiiiiii i 1,162 1,286
Interest and other costs of borrowings, after swaps....................... (593) 677)
Income from InVestments. ... ....coeuvviiiiiiiiiiiiiinne 175 312
Other ICOMIC. ... oottt et e e e e e et e e e e e e e e e e e e e e e eaeaeaens 10 6
Administrative EXPenses. ... ...eueeevriieeiiiniiiiiiiiii e, (168) (202)
Special Programs.........c.ooiiiiiiiiiiiiiiiiiii (15) (9)
Net cash provided by (used in) operating activities...................... (3,384) 889
Effect of exchange rate fluctuationsoncash.............................. 2) 5
Net increasein cash............cooooiiiiiiiiiiiiiiiii 393 96
Cash, beginning of year.....................oco 301 200
Cash,end of period..........c.c.ocooiiiiiiiiiiin $ 694 $ 2%

The accompanying notes are an integral part of these condensed quarterly financial statements.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

NOTES TO THE CONDENSED QUARTERLY
FINANCIAL STATEMENTS (UNAUDITED)

NOTE A -~ FINANCIAL INFORMATION

The primary activities of the Inter-American Development
Bank (the Bank) are conducted through the Ordinary Capi-
tal, which is supplemented by the Fund for Special Opera-
tions, the Intermediate Financing Facility Account, and the
IDB Grant Facility. Unless otherwise indicated, all finan-
cial information provided in these Condensed Quarterly
Financial Statements refers to the Ordinary Capital. The
Condensed Quarterly Financial Statements should be read
in conjunction with the December 31, 2008 financial
statements and notes therein. Management believes that the
condensed quarterly financial statements reflect all adjust-
ments necessary for a fair presentation of the Ordinary
Capital’s financial position and results of operations in
accordance with accounting principles generally accepted
in the United States of America. The results of operations
for the first six months of the current year are not necessar-
ily indicative of the results that may be expected for the full
year.

NOTE B - NEW ACCOUNTING
PRONOUNCEMENTS

The Bank adopted Statement of Financial Accounting
Standards (SFAS) 161 ‘Disclosures about Derivative In-

" struments and Hedging Activities” in the first quarter of
2009. SFAS 161 amended and expanded the disclosure
requirements of SFAS 133 “Accounting for Derivative
Instruments and Hedging Activities” as amended (herein-
after referred to as SFAS 133), requiring qualitative disclo-
sures about objectives and strategies for using derivatives,
quantitative disclosures about fair value amounts on de-
rivatives instruments and disclosures about credit-risk-
related contingent features in derivative agreements. The
provisions of this standard did not have an impact on the
Bank’s - financial position or results of operations. SFAS
161 disclosure requirements are incorporated in Note E —
Derivatives.

On April 9, 2009, the Financial Accounting Standards
Board (FASB) issued three FASB Staff Positions (FSP)
intended to provide additional application guidance and
enhanced disclosures regarding fair value measurements
and impairments of securities. These accounting pro-
nouncements were adopted in the second quarter of 2009
and had no effect on the Bank’s financial position or results
of operations.

FSP FAS 157-4 “Determining Fair Value When the Vol-
ume and Level of Activity for the Asset or Liability Have
Significantly Decreased_and Identifying Transactions That

Are Not Orderly”, provides guidelines for making fair
value measurements more consistent with the principles
presented in SFAS 157 “Fair Value Measurements”; in
addition, this FSP requires enhanced disclosures regarding
financial assets and liabilities that are recorded at fair
value. The enhanced disclosures related to FSP FAS 1574
are included in Note F - Fair Value Measurements.

FSP FAS 107-1 and APB 28-1 “Interim Disclosures about
Fair Value of Financial Instruments” enhances consistency
in financial reporting by increasing the frequency of fair
value disclosures from an annual basis to interim periods.
The required disclosure is included in Note K - Fair Value
of Financial Instruments.

FSP FAS 115-2 and FAS 124-2 “Recognition and Presen-
tation of Other-Than-Temporary Impairments”, provides
additional guidance designed to create greater clarity and
consistency in accounting for and presenting and disclosing
impairment losses on securities. The additional disclosures
required by this FSP are included in Note C — Investments.

In May 2009, the FASB issued SFAS 165 "Subsequent
Events". The objective of this Statement is to establish
general standards of accounting for and disclosure of
events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. .
The Bank adopted SFAS 165 in the second quarter of 2009
and the related disclosure is included in Note L - Subse-
quent Events.

In June 2009, the FASB issued SFAS 166, “Accounting
for Transfers of Financial Assets - an amendment of
FASB Statement No. 140”. SFAS 166 amends SFAS
140 to improve the relevance and comparability of the
information that a reporting entity provides in its finan-
cial statements about a transfer of financial assets; the
effects of a transfer on its financial position, financial
performance, and cash flows; and the transferor’s con-
tinuing involvement, if any, in transferred financial as-
sets. SFAS 166 is effective for the Bank for interim and
annual reporting periods after January 1, 2010. The
Bank is currently assessing the impact of the adoption
of SFAS 166 on its financial position and results of op-
erations.

In June 2009, the FASB issued SFAS 167, “Amend-
ments to FASB Interpretation No. 46(R)”. SFAS 167
significantly changes the criteria for determining
whether the consolidation of a variable interest entity is
required. SFAS 167 also addresses the effect of changes
required by SFAS 166 on FASB Interpretation No.
(FIN) 46(R), “Consolidation of Variable Interest Enti-
ties,” and concerns regarding the application of certain
provisions of FIN 46(R), including concerns that the
accounting and disclosures under the Interpretation do
not always provide timely and useful information about
an entity’s involvement in a variable interest entity.
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SFAS 167 is effective for the Bank for interim and an-
nual reporting periods after January 1, 2010. The Bank
is currently assessing the impact of the adoption of
SFAS 166 on its financial position and results of opera-
tions.

In June 2009, the FASB also issued SFAS 168, “The
FASB Accounting Standards Codification and the Hier-
archy of Generally Accepted Accounting Principles - a
replacement of FASB Statement No. 162”. Upon the
effective date of SFAS 168, the codification will be-
come the sole source of authoritative GAAP recognized
by the FASB. SFAS 168 is effective for the Bank for
interim and annual reporting periods from September
30, 2009. The adoption of SFAS 168 will not have an
impact on the Bank’s financial position or results of
operations as it does not alter existing GAAP.

NOTE C - INVESTMENTS

As part of its overall portfolio management strategy, the
Bank invests in government, agency, corporate, and bank
obligations, asset-backed and mortgage-backed securities,
and related financial derivative instruments, primarily cur-
rency and interest rate swaps.

For government and agency obligations, including securi-
ties issued by an instrumentality of a government or any
other official entity, the Bank’s policy is to invest in obli-
gations issued or unconditionally guaranteed by govern-
ments of certain countries with a minimum credit quality
equivalent to a AA- rating (agency asset-backed and mort-
gage-backed securities require a credit quality equivalent to
a AAA rating). Obligations issued by multilateral organiza-
tions require a credit quality equivalent to a AAA rating. In
addition, the Bank invests in bank obligations issued or

guaranteed by an entity with a senior debt securities rating

of at least A+, and in corporate, asset-backed, and mort-

gage-backed securities with credit quality equivalent to a
AAA rating, The Bank also invests in short-term securities
of the eligible investment asset classes mentioned above,
provided that they carry only the highest short-term credit
ratings.

The financial markets crisis that began in July 2007 wors-
ened in 2008. However, during the first semester of 2009,
financial market conditions showed some signs of im-
provement. The effect of the crisis, characterized by lack of
liquidity and high volatility in the markets, continues to
affect the Bank’s ability to mitigate its credit risk by selling
or hedging its exposures. Valuations continue to be im-
pacted by market factors such as rating agency actions and
the prices at which actual transactions occur, but to a lesser
extent as the Bank has recognized lower unrealized losses
from its trading portfolio during 2009. The Bank continues
to maximize, where possible, the use of market inputs in
the valuation of its trading investments, including external
pricing services, independent dealer prices, and observable
market yield curves.

Net unrealized losses on trading portfolio instruments held
at June 30, 2009 and June 30, 2008 of $126 million and
$510 million, respectively, were included in Income (loss)
from investments. Unrealized losses recognized in 2009
are substantially related to the $3.6 billion asset-backed and
mortgage-backed securities portion of the trading invest-
ments portfolio (2008 — $4.2 billion).

A summary of the trading investments portfolio at June 30,
2009 and December 31, 2008 is shown in Note F — “Fair
Value Measurements”.

In addition, a summary of the held-to-maturity portfolio
and the portfolio’s maturity structure at June 30, 2009
and December 31, 2008 are shown below (in millions):

HELD-TO-MATURITY INVESTMENTS

Obligations of non - U.S. governments and agencies...........
Bank obligations.........cccociiniiiiiineiriieein e
Asset-backed securities............coccoviiininii,

) Includes accrued interest of $36 million.

June 30, 2009
Net Gross Gross
carrying  unrealized wunrealized Fair
amount @ gains losses value @
$ 3,254 $ 72 $ 11 $ 3,315
233 - - 233
141 2 - 143
$ 3,628 $ 74 $ 11 $ 3,691
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June 30, 2009
Year of Net carrying Fair
maturity amount value
Obligations of non-U.S. governments
and agencies. ... coieiiiiiireiiiiiiitienen $ 3,254 $ 3,315
2009, .. e 934 935
2010t02013. ... oot 2,320 2,380
Bank obligations......covvveiiiianiiareieceronniiiiiiiiiiinien 233 233
2009, . 210 210
2010t02013. ... i 23 23
Asset-backed SeCUrities..ovvererrierierarriienicrnieniarannns 141 143
2000, .. e 30 30
201002013, ... 111 113
Total.cuveverrenrenrnirenarannes [P N $ 3,628 $ 3,691
2009, .. 1,174 1,175 \
2010t02013. ... oo 2,454 2,516

HELD-TO-MATURITY INVESTMENTS

December 31, 2008
Net Gross Gross
carrying  unrealized unrealized Fair
amount gains losses value @
Obligations of non - U.S. governments and agencies............. $ 329 $ 63 $ 18§ 3341
Bank obligations. ... ....c..oiiuiiriiniiien i 224 - - 224
Asset-backed SECUITHES. .......uvviiiiiniiiiiiiiiiiii, 137 2 1 138
TOtALruevereenierioisessrnnsensensressrnssassaronrscrnsenssersvesssnass $§ 3657 S8 65 $ 19 § 3,703
® Includes accrued interest of $36 million.
December 31, 2008
Year of Net carrying Fair
maturity amount value
Obligations of non-US government

and agencies. . .. .oovi et ireairierrareeeen. $ 3,296 $ 3,341

2000, .o 1,311 1,316

2010102013, .. ..ot 1,985 2,025

Bank obligations........c.cveevevivnvnriiiiverinceieracenionan, 224 224

2000, .. 202 202

2010102013, ... 22 22

Asset-backed securities.....c.coovvereirnrncrierereninioianaens 137 138

2009, .. 30 31

2010t02013. ... 107 107

TOtalisuceuierurinrnierrnrenrerrrsresssensearaoreseosnsrnenssnsanes $ 3,657 $ 3,703

2009, . 1,543 1,549

201002013, ... 2,114 2,154

As of June 30, 2009 and December 31, 2008, the Bank losses, that are not deemed to be other-than-temporarily
does not have any investment that is other-than-temporarily impaired as of June 30, 2009 and December 31, 2008, are
impaired in its held-to-maturity investments portfolio. summarized below (in millions):

Held-to-maturity investments with continuous unrealized
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June 30, 2009
Less than 12 Months 12 Months or Greater Total
Category of Fair Unrealized Fair Unrealized Fair Unrealized
Investments Value Losses Value Losses Value Losses

Obligations of non-U.S. governments

$ 2 $ 45 $ 9 $ 289 $ 1
5 - 35 -

AN AZENCIES. 1evvevnieveeeiniiiiiiviieriie et aes $ 244
Asset-backed securities 30
017 1 O s $ 274

December 31, 2008
Less than 12 Months 12 Months or Greater Total
Category of Fair Unrealized Fair Unrealized Fair Unrealized
Investments Value Losses Value Losses Value Losses

Obligations of non-U.S. governments

$ 1 $ 117 $ 17 $ 310 $ 18
1 - - 34 i

and AZENCIES. ... .cevunneiiiiiiiiiii it et $ 193
Asset-backed SECUMIHES. . .vvuivneeereierereriiiiiiiininne 34
L) P OO PO OROURUPPIN $ 227

$ 2 $ 117 $ 17 $ 344 $ 19

The Bank only invests in high credit quality instruments.
At June 30, 2009, 59.1% of the Held-to-maturity invest-
ments are rated AAA, 34.7% are rated AA, 5.0% are rated
A, and 1.2% are rated below A. The unrealized losses on
the Held-to-maturity investments portfolio substantially
relate to the credit downgrade of one sovereign issuer to
BBB. The Bank expects to collect all amounts due accord-
ing to the contractual terms prevailing on the acquisition
date of these investments. Accordingly, and because the
Bank has the ability and intent to hold these investments
until maturity, it does not consider these investments to be
other-than-temporarily impaired at June 30, 2009.

NOTE D - LOANS AND GUARANTEES

Loan Charges: The Bank’s standard loan charges consist
of a lending spread of 0.30% per annum on the outstanding
amount, a credit commission of 0.25% per annum on the
undisbursed convettible currency portion of the loan, and
no supervision and inspection fee. These charges currently
apply to Single Currency Facility loans and most Currency
Pooling System and U.S. Dollar Window loans, compris-
ing approximately 93% of the loan portfolio, and are sub-
ject to periodic review and approval by the Board of Ex-
ecutive Directors. For the first semester of 2009, standard
loan charges were applied.

Impaired loans and allowance for loan losses: The Bank
has an impaired non-sovereign guaranteed loan of $288
million as of June 30, 2009, for which a specific allowance
for loan losses of $61 million has been established; all
amounts due on this loan continue to be received on a
monthly basis in accordance with the loan agreement.

The following table provides financial information related
to impaired loans as of June 30, 2009 and December 31,
2008 (in millions):

2009 2008
Recorded investment
atend of period............ocovvveriniiie $ 288 $ 288
Average recorded investment
during period........c.occoeiiiiiiniinn, 288 1

In addition, a summary of financial information related to
impaired loans affecting the results of operations for the
three and six months ended June 30, 2009 and 2008 is as
follow (in millions):

Three months ended

June 30,
2009 2008
Loan income recognized..................... $ 3 3 -
Loan income that would have been
recognized on an accrual basis
during the period...........ccoeciiiniinni. 3 -

Six months ended
June 30,

2009 2008
Loan income recognized..........c....c..... $ 6 $ -
Loan income that would have been
recognized on an accrual basis
during the period..........c.oooveiinnn. 6 -
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The changes in the allowance for loan and guarantee losses
for the six months ended June 30, 2009 and the year ended
December 31, 2008 were as follows (in millions):

2009 2008

Balance, beginning of year................ $ 169 $ 70
Provision for loan and

guarantee 10SSeS.........ooveviininiininnn. 8 93
RECOVETIES. . ouevniiniiniiniirienen - 6
Balance, end of period..................... $ 177 $ 169
Composed of
Allowance for loan losses.................. § 143 $ 136
Allowance for guarantee losses™......... 34 33

Total $ 177 $ 169

™ The allowance for guarantee losses is included in Other liabilities in

the Condensed Balance Sheet.

Guarantees: As of June 30, 2009 and December 31, 2008,
the Bank had approved, net of cancellations and maturities,
non-trade related guarantees without sovereign counter-
guarantees of $1,399 million and a guarantee with sover-
eign counter-guarantee of $60 million.

Under its non-sovereign-guaranteed Trade Finance Facili-
tation Program (TFFP), in addition to direct loans, the
Bank provides credit guarantees on short-term trade related
transactions. The TFFP, which began to operate in 2005,
authorizes lines of credit in support of approved issuing
banks and non-bank financial institutions, with an aggre-
gate program limit of up to $1 billion outstanding at any
time, During the six months ended June 30, 2009, the Bank
issued 54 guarantees for a total of $81 million under this
program (2008 — 34 guarantees for a total of $70 million).

At June 30, 2009, guarantees of $1,013 million ($1,035
million as of December 31, 2008), including $78 million
issued under the TFFP ($141 million as of December 31,
2008), were outstanding and subject to call. This amount
represents the maximum potential undiscounted future
payments that the Bank could be required to make under
these guarantees. An amount of $52 million ($54 million as
of December 31, 2008) of guarantees outstanding has been
re-insured to reduce the Bank’s exposure. Outstanding
guarantees have remaining maturities ranging from 2 to 16
years, except for trade related guarantees that have maturi-
ties of up to three years. No guarantees provided by the
Bank have ever been called. As of June 30, 2009, the
Bank’s exposure on guarantees without sovereign counter-
guarantee, net of reinsurance, amounted to $852 million
and were classified as follows (in millions):

Internal Credit Risk Classification Amount
Excellent $ 99
Very Strong 130
Strong 36
Satisfactory 157
Fair 301
Weak 114
Significant probability of impairment 15

Total $ 852

NOTE E - DERIVATIVES

Risk management strategy and use of derivatives: The
Bank’s financial risk management strategy is designed to
strengthen the Bank’s ability to fulfill its purpose. This
strategy consists primarily of designing, implementing,
updating, and monitoring the Bank’s interrelated set of
financial policies and guidelines, and utilizing appropriate
financial instruments and organizational structures. The
Bank faces risks that result from market movements, pri-
marily changes in interest and exchange rates that are miti-
gated through its integrated asset and liability management
framework. The objective of the asset and liability man-
agement framework is to manage the currency composi-
tion, maturity profile and interest rate sensitivity character-
istics of the portfolio of liabilities supporting liquidity and
each lending product in accordance with the particular
requirements for that product and within prescribed risk
parameters. The Bank employs derivatives to manage its
asset and liability management exposures by aligning the
characteristics of its assets and liabilities. These instru-
ments, mostly currency and interest rate swaps, are used
primarily for economic hedging purposes.

A significant number of the current borrowing operations
include swaps to economically hedge a specific underlying
liability, producing the funding required (i.e., the appropri-
ate currency and interest rate type). The Bank also uses
lending swaps to economically hedge certain fixed-rate
loans and loans in local currency, and investment swaps
that hedge a particular underlying investment security and
produce the appropriate vehicle in which to invest existing
cash.

Accounting for derivatives: The Bank discontinued hedge
accounting on January 1, 2004; however, it complies with
the derivative accounting requirements of SFAS 133.
Hence, all derivatives are recognized in the Condensed
Balance Sheet at their fair value and are classified as either
assets or liabilities, depending on the nature (debit or
credit) of their net fair value amount.
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Changes in the fair value of investment derivatives and the
related interest component are recorded in Income from
investments. The interest component of the changes in fair
value of lending and borrowing derivatives is recorded in
Income from loans and Borrowing expenses, respectively,
over the life of the derivative contract. The remaining
changes in fair value of these instruments are recorded in
Net unrealized gains (losses) on non-trading derivatives
and borrowings measured at fair value in the Condensed
Statement of Income and Retained Earnings.

Condensed Balance Sheet

Derivatives not Designated
as Hedging Instruments
under SFAS 133

Balance Sheet Location Asse

The Bank occasionally issues debt securities that contain
embedded derivatives; these securities are allocated to fund
floating rate assets and are carried at fair value.

Financial statements presentation: All derivative instru-
ments are reported at fair value. As of June 30, 2009, the
Bank’s derivative instruments and their related gains and
losses are presented in the Condensed Balance Sheet, the
Condensed Statement of Income and Retained Earnings
and the Condensed Statement of Comprehensive Income
as follows (in millions):

June 30, 2009

Derivatives
t 1)

Liability
Derivatives

Currency Swaps

Currency and interest rate swaps

Investments - Trading $ - $ 2
Loans 31 61
Borrowings 1,908 1,051
Accrued interest and other charges 88 (66)
Interest Rate Swaps Currency and interest rate swaps
Investments - Trading 3 6
Loans 118 62
Borrowings 904 158
Accrued interest and other charges 108 5
$§ 3,160 $ 1,279

) Balances are reported gross, prior to counterparty netting in accordance with existing master netting

derivative agreements.
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Condensed Statement of Income and Retained Earnings and Condensed Statement of Comprehensive Income

Derivatives not Designated as Three months Six months
Hedging Instruments under : ended June 30, ended June 30,
SFAS 133 Location of Gain or (Loss) from Derivatives 2009 2009
Currency Swaps
Investments - Trading Income from investments $ - $ (¢)]
Loans Income from loans (8) (12)
Net unrealized gains (losses) on non-trading
derivatives and borrowings measured at fair
value (22) (52)
Borrowings Borrowing expenses, after swaps 211 376
Net unrealized gains (losses) on non-trading
derivatives and borrowings measured at fair
value 1,188 859
Other Comprehensive Income-Translation
adjustments 6) 23
Interest Rate Swaps
Investments - Trading Income from investments . 1 5
Other Comprehensive Income-Translation
adjustments ) -
Loans Income from loans 19 (30)
Net unrealized gains (losses) on non-trading
derivatives and borrowings measured at fair
value 225 163
Borrowings Borrowing expenses, after swaps 134 231
Net unrealized gains (losses) on non-trading
derivatives and borrowings measured at fair
value (590) 677)
Other Comprehensive Income-Translation
adjustments 10 2)
Futures Income from investments - 1
$ 1,122 $ 884

The Bank is not required to post collateral under its deriva-
tive agreements as long as it maintains a AAA credit rat-
ing. The aggregate fair value of all derivative instruments
with credit-risk related contingent features that are in a
liability position on June 30, 2009 is $178 million (after
consideration of master netting derivative agreements) for
which the Bank has not posted any collateral due to its
AAA credit rating. If the credit-risk related contingent fea-
tures underlying these agreements were triggered to the
extent that the Bank would be required to post collateral on
June 30, 2009, the maximum amount of collateral that
would need to be posted would be $44 million.

The following table provides information on the contract
value/notional amounts of derivative instruments as of June
30, 2009 (in millions):

June 30,2009
Interest Rate swaps

Currency swaps

Receivable Payable Receivable Payable

Investments

Fixed $ - $ 35 $ - $ 1,371

Adjustable 35 - 1,371 -
Loans

Fixed = 767 - 3,586

Adjustable 896 155 3,586 -
Borrowings

Fixed 18,045 818 22,314 580

Adjustable 5,672 21,541 4,962 26,057

(1) Currency swaps are shown at face value and interest rate swaps are shown
at the notional amount of each individual payable or receivable leg.
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NOTE F - FAIR VALUE MEASUREMENTS

SFAS 157 provides a framework for measuring fair value
under GAAP and establishes a fair value hierarchy that
prioritizes the inputs to valuation techniques used to meas-
ure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest priority to un-
observable inputs (Level 3). The three levels of the fair
value hierarchy are as follows:

Level 1 - Unadjusted quoted prices in active markets that
are accessible at the measurement date for
identical, unrestricted assets or liabilities;
Quoted prices in markets that are not active, or
inputs that are observable, either directly or in-
directly, for substantially the full term of the
asset or liability;

Prices or valuation techniques that require in-
puts that are both significant to the fair value
measurement and unobservable (i.e., supported
by little or no market activity).

Level 2 -

Level 3 -

The Bank’s investment instruments valued based on
quoted market prices in active markets, a valuation tech-
nique consistent with the market approach, include obliga-
tions of the United States and Japanese governments. Such
instruments are classified within Level 1 of the fair value
hierarchy. As required by SFAS 157, the Bank does not
adjust the quoted price for such instruments.

Substantially all other Bank investment instruments are
valued based on quoted prices in markets that are not ac-
tive, external pricing services, where available, solicited
broker/dealer prices, or prices derived from alternative
pricing models, utilizing discounted cash flows. These
methodologies apply to investments, including government
agencies and corporate bonds, asset-backed and mortgage-
backed securities, bank obligations, and related financial
derivative instruments (primarily currency and interest rate
swaps). These instruments are classified within Level 2 of
the fair value hierarchy and are measured at fair value us-
ing valuation techniques consistent with the market and
income approaches.

The main methodology of external pricing service provid-
ers involves a “market approach” that requires a predeter-
mined activity volume of market prices to develop a com-
posite price. The market prices utilized are provided by
orderly transactions being executed in the relevant market;
transactions that are not orderly and outlying market prices
are filtered out in the determination of the composite price.
Other external price providers utilize evaluated pricing
models that vary by asset class and incorporate available
market information through benchmark curves, bench-

marking of like securities, sector groupings, and matrix
pricing to prepare valuations.

Investment securities are also valued with prices obtained
from brokers/dealers. Brokers/dealers’ prices may be based
on a variety of inputs ranging from observed prices to pro-
prietary valuation models. The Bank reviews the reason-
ability of brokers/dealers’ prices via the determination of
fair value estimates from internal valuation techniques.

Substantially all the Bank’s medium and long-term bor-
rowings elected under the fair value option allowed by
SFAS 159 and lending and borrowing cutrency and inter-
est rate swaps are valued using quantitative models, includ-
ing discounted cash flow models as well as more advanced
option modeling techniques, when necessary depending on
the specific structures, that require the use of multiple mar-
ket inputs including market yield curves, and/or exchange
rates, interest rates and spreads to generate continuous
yield or pricing curves and the spot price of the underlying
volatility and correlation. Significant market inputs are
observable during the full term of these instruments. Corre-
lation and items with longer tenors are generally less ob-
servable. The Bank considers, consistent with the require-
ments of SFAS 157, the impact of its own creditworthiness
in the valuation of its liabilities. These instruments are clas-
sified within Level 2 of the fair value hierarchy in view of
the observability of the significant inputs to the models and
are measured at fair value using valuation techniques con-
sistent with the market and income approaches.

Level 3 investment, borrowing and swap instruments are
valued using Management’s best estimates utilizing avail-
able information including (i) external price providers,
where available, or broker/dealer prices; when less liquid-
ity exists, a quoted price is out of date or prices among
brokers/dealers vary significantly, other valuation tech-
niques may be used (i.e., a combination of the market ap-
proach and the income approach) and (i) market yield
curves of other instruments, used as a proxy for the instru-
ments’ yield curves, for borrowings and related swaps.
These methodologies are valuation techniques consistent
with the market and income approaches.

The following tables set forth the Bank’s financial assets
and liabilities that were accounted for at fair value as of
June 30, 2009 and December 31, 2008 by level within the
fair value hierarchy (in millions). As required by SFAS
157, financial assets and liabilities are classified in their
entirety based on the lowest level of input that is significant
to the fair value measurement.
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Financial assets:

Fair Value
Measurements
Assets June 30, 2009 Level 1 Level 2 Level 3
Investments - Trading:

Obligations of the United States Government and :
its corporations and agencies...............ceeieriiiniinnn. $ 1,249 $ 1,249 $ - $ -
U.S. government-sponsored enterprises............. 522 - 522 -
Obligations of non-U.S. governments and agencies.. 5,319 343 4,976 -
Bank obligations .... 6,441 - 6,441 -
Corporate SECUrities. .. ......ocvviuiiiiiininiiiniiniii, 70 - 70 -
Mortgage-backed securities 2,185 - 2,176 9
Asset-backed securities 1,467 - 1,371 96
Total Investments - Trading.............. e 17,253 1,592 15,556 105
Currency and interest rate swaps 3,160 - 3,071 89
Total,euuiiiucrenniinieriiieninmueiniisneiienisnnriserisnansemmnsn $ 20!413 $ 11592 $ 18,627 $ 194

) Represents the fair value of the referred assets, including their accrued interest presented in the Condensed Balance Sheet under
Accrued interest and other charges of $26 million for trading investments and $196 million for currency and interest rate swaps.

Fair Value
Measurements
Assets December 31, 2008 Level 1 Level 2 Level 3
Investments - Trading:
Obligations of the United States Government and )
its corporations and agencies..........c.cooeervenreriiienennnnes $ 1,139 $ 1,016 $ 123 $ -
U.S. government-sponsored enterprises..........co..vevvennnen. 1,539 214 1,325 -
Obligations of non-U.S. governments and agencies. 836 33 803 -
Bank obligations ............ccooiiiiiiiiii 4,747 - 4,747 -
COorpOrate SECUMTIES. ... vuvrrnrerenieereieeneanerrnaensannn 200 - 200 -
Mortgage-backed securities 2,139 - 2,130 9
Asset-backed securities 2,069 - 1,968 101
Total Investments - Trading...........cocoevvivinveniineinennn. 12,669 1,263 11,296 110
Currency and interest rate SWaps............c.couvevnnieeieenennn. 3,499 - 3,428 71
Totalicviuiisieniieeiienienisiiiniicisismeness. $ 16,168 $ 1,263 $ 14,724 $ 181
() Represents the fair value of the referred assets, including their accrued interest presented in the Condensed Balance Sheet under
Accrued interest and other charges of $56 million for trading investments and $39 million for currency and interest rate swaps.
Financial liabilities:
Fair Value
Measurements
Liabilities June 30, 2009 Level 1 Level 2 Level 3
Borrowings measured at fair value...............ocooevvnvenennen.. $ 41,413 $ - $ 40,835 § 578
Currency and interest rate SWaps ..........coveveeerervnenenennns 1,279 - 1,245 34
TOtal. st e $ 42,692 $ - $ 42,080 $ 612
® Represents the fair value of the referred liabilities, including their accrued interest presented in the Condensed Balance Sheet under
Accrued interest on borrowings of $368 million for borrowings and under Accrued interest and other charges of $(61) million for
currency and interest rate swaps.
Fair Value
Measurements
Liabilities December 31, 2008" Level 1 Level 2 Level 3
Borrowings measured at fair value................cooveevinninnn, $ 34,675 $ - $ 34,135 $ 540
Currency and interest rate SWaps ...........c.oooeeviiniiiianine. 1,913 - 1,871 42
TOtal e $ 36,588 $ - $ 36,006 $ 582

") Represents the fair value of the referred liabilities, including their accrued interest presented in the Condensed Balance Sheet under
Accrued interest on borrowings of $325 million for borrowings and under Accrued interest and other charges of $(4) million for
currency and interest rate swaps.
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The tables below show a reconciliation of the beginning
and ending balances of all financial assets and financial
liabilities measured at fair value on a recurring basis us-
ing significant unobservable inputs (Level 3) for the three
and six months ended June 30, 2009 and 2008 (in mil-
lions). In addition, the tables show the total gains and
losses included in Net income (loss) as well as the

Financial assets:

Balance - March 31, 2009

Total gains (losses) included in:
Net income (10SS)...uvvveeninerrrneniieieneeieraeneeeneaenna
Other comprehensive income (10S5)...........covvviveiieinnn.

Settlements..

Transfer into

level 3

Transfer to financial liabilities.................ooooviiniins
Balance - June 30, 2009

Total gains (losses) for the period included in Net income

(loss) attributable to the change in unrealized gains or
losses related to assets still held at June 30, 2009............

Balance - March 31, 2008

Total gains

(losses) included in:

Net income (10SS).......ocuiviiiiiiiiiiiiin

Settlements

Transfer into level 3

Balance - June 30, 2008

Total gains

(losses) for the period included in Net income

(loss) attributable to the change in unrealized gains or
losses related to assets still held at June 30, 2008............

amount of these gains and losses attributable to the
change in unrealized gains and losses relating to assets
and liabilities still held as of June 30, 2009 and 2008 (in
millions) and a description of where these gains or losses
are reported in the Condensed Statement of Income and
Retained Earnings.

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Three months ended June 30, 2009

Receivable
from
Currency and

Investments - Interest Rate
Trading Swaps Total
$ 104 $ 69 $ 173
© 24 15
4 2 6
O] %) (12)
14 - 14
- m @
$ 106 $ 89 $ 195
$ (10) $ 19 $ 9

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Three months ended June 30, 2008

Receivable
from
Currency and

Investments - Interest Rate
Trading Swaps Total
$ 62 $ 120 $ 182
6) ) Q)
- (% &)
14 - 14
$ 70 3 114 3 184
$ (8) $ (13) $ (21)
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Balance - January 1, 2009

Total gains (losses) included in:

Net income (loss)

Other comprehensive income (1088).........c.covvveviiininnnns

SEULEMEIILS. .+ v v eeeee e et e e e e e e e e e e e e e ee e,

Transferinto level 3.......iiiiiiiiii
Transfer to financial liabilities...........cooevevieiniiiinn..

Balance - June 30, 2009

Total gains (losses) for the period included in Net income
(loss) attributable to the change in unrealized gains or
losses related to assets still held at June 30, 2009............

Balance - January 1, 2008

Total gains

(losses) included in:

Net inCome (J0S8).euvuenererirvurerverenraiinreiireieeinrenien
Other comprehensive income (1088).........c.oviieiiniiininns

Settlements

Transferinto level 3......oiivriiiiiii e
Balance - June 30, 2008

Total gains

(losses) for the period included in Net income

(loss) attributable to the change in unrealized gains or
losses related to assets still held at June 30, 2008............

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Six months ended June 30, 2009

Receivable
from
Currency and

Investments - Interest Rate
Trading Swaps Total
$ 110 $ 71 - $ 181
(12) 26 14
1 - 1
(13) (3) (16)
20 - 20
- (%) (5)
$ 106 $ 89 $ 195
$ (15) $ 18 $ 3

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Six months ended June 30, 2008

Receivable
from
Currency and

Investments - Interest Rate
Trading Swaps Total

$ 68 $ 89 $ 157

(12) 26 14

- 5 5
- (6) (6)

14 - 14

$ 70 $ 114 -$ 184
$ (14) $ 7 $ (1)
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Gains (losses) are included in the Condensed Statement of Income and Retained Earnings as follows (in millions):

Total gains (losses) included

in Net income (loss) for the period...............c...ouin

Change in unrealized gains (losses) related to

assets still held at June 30,2009...........ccveevvininnnns

Total gains (losses) included

in Net income (loss) for the period.................

Change in unrealized gains (losses) related to

assets still held at June 30,2008....................

Total gains (losses) included

“in Net income (loss) for the period.......c...ooo v ovv v

Change in unrealized gains (losses) related to

assets still held at June 30, 2009....................

Three months ended June 30, 2009

Net Unrealized
Gains (losses) on
Non-trading
Derivatives

Income Borrowing and Borrowings
from Expenses, Measured at
Investments after Swaps Fair Value Total
) $ 5 $ 19 $ 15
$ (10) $ - $ 19 $ 9
Three months ended June 30, 2008
Net Unrealized
Gains (losses) on
Non-trading
Derivatives
Income Borrowing and Borrowings
from Expenses, Measured at
Investments after Swaps Fair Value Total
5 ® $ 12 $ (13) $ (O]
$ (8 $ - $ (13) $ (@2
Six months ended June 30, 2009
Net Unrealized
Gains (losses) on
Non-trading
Derivatives
Income Borrowing and Borrowings
from Expenses, Measured at
Investments after Swaps Fair Value Total
$ (12 $ 8 $ 18 $ 14
............ $ (15 $ - $ 18 $ 3
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Six months ended June 30, 2008

Net Unrealized
Gains (losses) on
Neon-trading
Derivatives

Total gains (losses) included
in Net income (loss) for the period.............. ..ot

Change in unrealized gains (losses) related to
assets still held at June 30,2008.........c.ccocveinininininnn,

Financial Liabilities:

Balance - March 31, 2009

Total (gains) losses included in:

Net inComME (108S)...vnrveuieerrineneneirnarieiieiianeiiieieienns
Other comprehensive income (108S)........cocvvivviiiriiennnninnn.
SetIemEntS. . ..ouiiieiiitirie e
Transfer from financial assets..........c.c.oovviiiiiiiniiniinn,

Balance - June 30, 2009

Income Borrowing and Borrowings
from Expenses, Measured at
Investments after Swaps Fair Value Total
$ (U4 $ 19 $ 7 $ 12
$ (14 $ - $ 7 $ (@)

Total (gains) losses for the period included in Net income
(loss) attributable to the change in unrealized gains or

losses related to liabilities still held at June 30, 2009

Balance - March 31, 2008

Total (gains) losses included in:

Net income (10SS)..euvureriereerniiiniiininviniiineirireeiaans
Issuances and settlements, Net.........oovevevieriieniiiiiininniiininn

Balance - June 30, 2008

Total (gains) losses for the period included in Net income
(loss) attributable to the change in unrealized gains or

losses related to liabilities still held at June 30, 2008

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Three months ended June 30, 2009

Borrowings Currency and
Measured Interest Rate
at Fair Value Swaps Total
$ 506 $ 46 $ 552
77 ©) 68
7 - 7
12) ) (14
_ 9] €3]
$ 578 $ 34 $ 612
$ 72 $ (10) $ 62

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Three months ended June 30, 2008

Borrowings Currency and
Measured Interest Rate
at Fair Value Swaps Total
$ 576 $ 12 $ 588
19) 49 30
101 - 101
$ 658 $ 61 $ 719
49 $ 16

$ 33 $
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Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)
Six months ended June 30, 2009

Borrowings Currency and
Measured Interest Rate
at Fair Value Swaps Total
Balance - January 1, 2009 $ 540 $ 42 § 582
Total (gains) losses included in:
Net InCOme (1088). .. vnevnvniinereiiiiiieii e 55 3) 52
Other comprehensive income (10SS)...........ooovvviiiiiiinnn. 3 - 3
Transfer from financial assets..............oocveiiviniiiininnn, - 5) )
SEHIEMENLS. ..ot veteeeieetecn et et ettt eineeeeea s aa e (20) - (20)
Balance - June 30, 2009 $§ 578 $ 34 $ 612
Total (gains) losses for the period included in Net income
(loss) attributable to the change in unrealized gains or
losses related to liabilities still held at June 30, 2009............ $ 45 $ 3) $ 42

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)
Six months ended June 30, 2008

Borrowings Currency and
Measured Interest Rate
at Fair Value Swaps Total
Balance - January 1, 2008 $ 533 $ 39 $ 572
Total (gains) losses included in:
Net income (108S).....oeovriiiiiiiiii e 19 27 46
Other comprehensive income (10SS)........oocoviniviininiiin. 11 - 11
Issuances and settlements, net...............oooviiin 95 %) 90
Balance - June 30, 2008 $ 658 $ 61 $ 719
Total (gains) losses for the period included in Net income
(loss) attributable to the change in unrealized gains or
losses related to liabilities still held at June 30, 2008............ - $ ) $ 25 $ 20

(Gains) losses are included in the Condensed Statement of Income and Retained Earnings as follows (in millions):

Three months ended June 30, 2009
Net Unrealized
Gains (losses) on
Non-trading

Derivatives
Borrowing and Borrowings
Expenses, Measured at Fair
after Swaps Value Total
Total (gains) losses included in Net income (loss)
for the period.............. . .. $ 6 3 62 $ 68

Change in unrealized (gains) losses related to liabilities
still held at June 30,2009.......ccovveiiiiiiiiiiiieieeean, $ - $ 62 $ 62
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Total (gains) losses included in Net income (loss)
for the period... .
Change in unrealxzed (gams) losses related to lxabllmes

still held at June 30, 2008.......cccovvivivniniiiininiane,

Total (gains) losses included in Net income (loss)
for the period... e
Change in unreallzed (gams) losses related to habllltles

still held at June 30,2009.........coiiiiiiiiiiiieirenes

Total (gains) losses included in Net income (loss)
for the period... e
Change in unreallzed (galns) losses related to l1ab111t1es

still held at June 30,2008.......cccvvviiiiiciriniiiins

NOTE G - FAIR VALUE OPTION

In 2008, Management approved the election of the fair
value option provided by SFAS 159 for certain medium-
and long-term debt (i.e., borrowings funding floating rate
assets) to reduce the income volatility resulting from the
accounting asymmetry of carrying all the Bank’s borrow-
ings at amortized cost and, as required by SFAS 133,
marking to market its derivative instruments, including
borrowing swaps, with changes in fair value recognized in
income. The Bank did not elect the fair value option for
other borrowings within the same balance sheet category
because they did not contribute to a mitigation of, or did
not produce, income volatility.

Three months ended June 30, 2008
Net Unrealized
Gains (losses) on
Non-trading
Derivatives

Borrowing and Borrowings
Expenses, Measured at Fair
after Swaps Value Total
$ 15 $ 15 $ 30
$ - $ 15 $ 15
Six months ended June 30, 2009
Net Unrealized '
Gains (losses) on
Non-trading
Derivatives
Borrowing and Borrowings
Expenses, Measured at Fair
after Swaps Value Total
. 3 10 $ 42 $ 52
$ - $ 42 $ 42
Six months ended June 30, 2008
Net Unrealized
Gains (losses) on
Non-trading
Derivatives
Borrowing and Borrowings
Expenses, Measured at Fair
after Swaps Value Total
. § 28 $ 18 $ 46

$ - $ 19 $ 19

The Bank recognizes interest on borrowings in a manner
that approximates the effective yield method upon issuance
of those borrowings.

The changes in fair value for borrowings elected under the
fair value option provided by SFAS 159 have been re-
corded in the Condensed Statement of Income and Re-
tained Earnings for the three and six months ended June
30, 2009, as follows (in millions):
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Three months ended June 30, 2009
Net Unrealized
Gains (losses) on
Non-trading

Derivatives and Total Changes in
Borrowing Borrowings Fair Value
Expenses, Measured Included in
after Swaps at Fair Value Net Income (Loss)
$ (432) §_(1,437) $ (1,869

Three months ended June 30, 2008
Net Unrealized
Gains (losses) on
Non-trading

Derivatives and Total Changes in
Borrowing Borrowings Fair Value
Expenses, Measured Included in
after Swaps at Fair Value Net Income (Loss)
$ (427 $ 642 § 215

Six months ended June 30, 2009
Net Unrealized
Gains (losses) on
Non-trading

Derivatives and Total Changes in
Borrowing Borrowings Fair Value
Expenses, Measured Included in
after Swaps at Fair Value Net Income (Loss)
$_(825) $ 445 $ (1,270
Six months ended June 30, 2008
Net Unrealized
Gains (losses) on
Non-trading
Derivatives and Total Changes in
Borrowing Borrowings Fair Value
Expenses, Measured Included in
after Swaps at Fair Value Net Income (Loss)
$ (812) $ 313 $ (499

The difference between the fair value amount and the un-
paid principal outstanding of borrowings measured at fair
value as of June 30, 2009 and December 31, 2008, was as
follows (in millions):

June 30, 2009
Fair Value over
Unpaid Principal Unpaid Principal
Outstanding Fair Value Qutstanding
$ 40,405 $ 41,413 $ 1,008
December 31, 2008
Fair Value over
Unpaid Principal Unpaid Principal
Qutstanding Fair Value Qutstanding
$ 325745 $ 34,675 $ 1930

NOTE H - NET UNREALIZED GAINS (LOSSES)
ON NON-TRADING DERIVATIVES AND
BORROWINGS MEASURED AT FAIR VALUE

Net unrealized gains (losses) on non-trading derivatives
and borrowings measured at fair value on the Condensed
Statement of Income and Retained Earnings for the three
and six months ended June 30, 2009 and 2008 comprise
the following (in millions):

Three months ended

June 30,
2009 _2008
Increase (decrease) in fair value of derivative
instruments due to movements in:

Exchange rates $ 1,795 $ 299

Interest rates.............ceeevnnnn, . (99%) (905)
Total change in fair value of derivatives................... 800 (606)
(Increase) decrease in fair value of SFAS 159 elected

borrowings due to movements in:

EXChange rates.........covevveiieeivuniiieirinriinnninrnnans (1,690) (284)

INEErest FAES. ..euuviveierunerinierierinerirrierriannaennnes 253 926
Total change in fair value of borrowings................... (1,437) 642
Currency transaction gains (losses) on borrowings

and loans at amortized cost . . ... ... il (26) (20)
Amortization of borrowing and loan

basis adjUSMENts. .........oeiiviiinieinieiinri e 4
Reclassification to income - cash flow hedges.. - 1

Total. . cevneri e $ (659 $ 22

Six months ended

June 30,

2009 2008

Increase (decrease) in fair value of derivative
instruments due to movements in:
EXChange rates.......covvevueriiinerineerinnnnnnernennans
Interestrates............coeeeeeenee R
Total change in fair value of derivatives

(Increase) decrease in fair value of SFAS 159 elected
borrowings due to movements in:

Exchange rates s (1,435) 79

TNEEreSt TALES. ..ouuireraiiiniiinii et 990 234
Total change in fair value of borrowings................... (445) 313
Currency transaction gains (losses) on borrowings

and loans at amortizedcost . .. ......... ... ... 3 1
Amortization of borrowing and loan

basis adjustments..........ooovvvvvnviiiieiininnniienenen 13
Reclassification to income - cash flow hedges.. 2

Total.... § 2

Net unrealized gains on the Bank's borrowings measured at
fair value resulting from changes in interest rates were
$990 million for the first six months of 2009. These gains
were partially compensated by net unrealized losses on
non-trading derivatives of $1,215 million as a result of an
overall increase in long-term swap interest rates in the
global markets, compared to year-end 2008 levels. The
tightening of the Bank’s credit spreads on the borrowings
portfolio resulted in losses of approximately $101 million
for the period. At the end of 2008, the financial market
turmoil led to a crisis of confidence that negatively affected
all credit spread products. As market sentiment has
gradually improved in the first half of 2009, high grade
credit products spread levels have generally declined.
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The Bank’s borrowings in' non-functional currencies are
fully swapped to functional currencies, thus protecting the
Bank against fluctuations in exchange rates. During the
first six months of 2009, exchange rate changes had a
positive net effect in the value of the borrowing and
lending swaps of $1,508 million (2008 - negative effect of
$87 million), substantially offsetting the negative net effect
of the increase in the value of borrowings and loans of
$1,432 million (2008 - positive effect of $80 million).

NOTE I - PENSION AND POSTRETIREMENT
BENEFIT PLANS

The Bank has two defined benefit retirement plans (Plans),
the Staff Retirement Plan (SRP) for the pension benefit of
its international employees and the Local Retirement Plan
(LRP) for the pension benefit of local employees in the
country offices. The Bank also provides certain health care
and other benefits to retirees under the Postretirement
Benefits Plan (PRBP).

Contributions: All contributions are made in cash. Contri-
butions from the Bank to the Plans and the PRBP during
the first six months of 2009 were $30 million (2008 - $20
million). As of June 30, 2009, the estimate of contributions
expected to be paid to the Plans during 2009 was $38 mil-
lion, a small increase from the amount disclosed in the
December 31, 2008 financial statements. Estimated contri-
butions expected to be paid to the PRBP remained un-
changed at $25 million. Contributions for 2008 were $24
million and $17 million, respectively.

Periodic benefit cost: Net periodic benefit costs are allo-
cated between the Ordinary Capital and the FSO in accor-
dance with an allocation formula approved by the Board of
Executive Directors for administrative expenses and are
included under Administrative expenses in the Condensed
Statement of Income and Retained Earnings.

The following table summarizes the benefit costs associ-
ated with the Plans and the PRBP for three and the six
months ended June 30, 2009 and 2008 (in millions):

Pension Benefits
Three months ended Six months ended

June 30, June 30,
2009 2008 2009 2008

Service cost. ... .......... § 16 $ 13 $ 31 $ 27
Interestcost. . ............ 35 36 70 71
Expected return on

planassets. . ............ (44) (43) 87 (85)
Prior service cost. . ........ - 1 1 1
Net periodic benefit cost.. .. _§ 7 $ 7 $§ 15 $ 14
Of which:

ORC'sshare. ........... $§ 7 $ 6 $ 14 $ 12

FSO'sshare............. $ - $ 1 § 1 $ 2

Postretirement Benefits
Six months ended

Three months ended

June 30, June 30,
2009 2008 2009 2008

Service cost. ............. $ 8 $ 8 $ 16 $ 16
Interestcost. ............. 15 15 30 31
Expected return on

planassets. ............. 19) (17 37) (34)
Prior service cost. .. ....... 1 1 1 1
Net periodic benefit cost. . . . $ 5 $ 7 $ 10 $ 14
Of which:

ORC's share..............uven $ S $ 6 $ 9 $ 12

FSO's share.........ocouvvnnns $ - $ 1 $ 1 $ 2

NOTE J - SEGMENT REPORTING

Management has determined that the Bank has only one
reportable segment since the Bank does not manage its
operations by allocating resources based on a determina-
tion of the contributions to net income of individual opera-
tions. The Bank does not differentiate between the natures
of the products or services provided, the preparation proc-
ess, or the method for providing the services among indi-
vidual countries. For the six months ended June 30, 2009
and 2008, loans made to or guaranteed by three countries
individually generated in excess of 10 percent of loan in-
come, as follows (in millions):

Six months ended

June 30,
2009 2008
Brazil.........cocoevnnnnnn $ 239 $ 295
Argentina................. 169 206
Colombia................. 112 127

NOTE K - FAIR VALUES OF FINANCIAL IN-
STRUMENTS

The following methods and assumptions were used by the
Bank in measuring the fair value for its financial instru-
ments:

Cash: The carrying amount reported in the Balance Sheet
for cash approximates fair value.

Investments: Fair values for investment securities are
based on quoted prices, where available; otherwise they are
based on external pricing services, independent dealer
prices, or discounted cash flows.

Loans: The Bank is one of very few lenders of develop-
ment loans to Latin American and Caribbean countries.
The absence of a secondary market for development loans
makes it difficult to estimate the fair value of the Bank’s
lending portfolio despite the flexibility offered by the new
fair value framework provided by SFAS 157. However, the
Bank continues to explore possible valuation tools to esti-
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mate the fair value of its lending portfolio without having
to incur excessive costs.

Swaps: Fair values for intergst rate and currency swaps are
based on discounted cash flows or pricing models.

Borrowings: The fair values of borrowings are based on
discounted cash flows or pricing models.

The following table presents the fair values of the financial
instruments, along with the respective carrying amounts, as
of June 30, 2009 and December 31, 2008 (in millions):

2009 ") 2008
Carrying Fair Carrying Fair
Value Value Value Value
$ 694 $ 694 $ 301 $ 301
17,253 17,253 12,669 12,669
3,628 3,691 3,657 3,703
Loans outstanding, net. ............. 53,314 N/A 51,601 N/A
Currency and interest rate
swaps receivable
Investments - trading. . ........... 3 3 4 \ 4
125 125 41 41
3,032 3,032 3,454 3,454
Borrowings
Shortterm. . ..v.vver it 1,239 1,239 3,067 3,067
Medium- and long-term:
Measured at fair value. ... ...... 41,413 41,413 34,675 34,675
Measured at amortized cost. ... .. 13,107 13,919 12,211 13,977
Currency and interest rate
swaps payable
Investments - trading. . .. ......... 10 10 11 11
. 132 132 - 110 110
Borrowings. . . ... v i 1,137 1,137 1,792 1,792

N/A = Not available
O Includes accrued interest.

NOTE L - SUBSEQUENT EVENTS

The Bank has evaluated subsequent events through August
14, 2009, the date of issuance of these Condensed Quar-
terly Financial Statements. As a result of this evaluation,
there are no subsequent events, as defined, that require
recognition or disclosure in the Bank's Condensed Quar-
terly Financial Statements as of June 30, 2009.



